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Understanding the flows between soft assets is the key to corporate agility and success in modern markets. The authors present a framework to assist managers in understanding and managing these soft assets.

The application of knowledge – embedded in products and services - is the key driver of value in today’s markets, and the source of competitive success.

If you think about the cars and computers we drive, from a material perspective they have changed very little over the past decade: roughly the same amount of metal, glass, plastic and wires. What has changed is the amount of knowledge – software – embedded in these products. This knowledge derives from the intangible assets – the human resources and capabilities – of the firm, rather than the tangible assets.

Virtually all the latest management buzzwords – learning, innovation, intellectual capital, agility, knowledge management – all reflect the dynamic flows between hard and soft assets. The way firms compete revolves around their ability to develop capabilities (or intangible assets) and then to embed this knowledge in the products and services they market.

It is clear that success primarily depends on those resources that are difficult for competitors to copy. Physical assets are inevitably commodities. It is the intangible or soft assets of the firm that are difficult to copy. 

But coming to grips with these soft assets is tough. There are well established procedures to assist senior managers attend to their physical and financial assets, but little guidance to assist the govenance of these critical soft assets.

From the senior management strategy perspective, the secret is to appreciate the direction and velocity of flows within the different types of intangible assets.

It is useful to think of the soft assets of the firm as a series of concentric circles (see figure).

The inner circle includes those intangible assets – processes, systems, databases and structure - that are under the direct control of management. The outer circle represents the human resources  that are influenced by, but not under the direct control of, management. 

Another circle can be added which represents the relationships the firm has with its trading and alliance partners. In some instances – after joint investment over a number of years - these relationships can be so strong that they can be also be considered part of the intangible assets of the firm.

The further out in the circle then the less direct control management has over the asset. Management becomes a challenge of influence and direction, rather than a simple one of control.

Strategic agility and innovation is directly related to the velocity of the flows between these two types of intangible assets – those that are controlled by management and those influenced by management. 

Capture and leverage are the two key words. On the one hand the firm aims to capture the knowledge and expertise held by its employees within the systems, processes and databases of the firm. The systems and processes therefore represent the accumulated experience of the firm. This flow is particularly relevant for routine tasks – production processes or the delivery of consistent service. 

In the other direction, the aim of the flow is to leverage these systems to support the activities of knowledge workers. In this instance internal systems support the generation of novel or tailored solutions. R&D processes or the delivery of unique solutions by global consulting firms are prime examples of systems supporting knowledge workers.


The best way to think about this is to build on the quote from Hewlett Packard’s Lew Platt. “If we knew what we knew, then we would be three times as profitable.” This could be expanded and rephrased as:

“If we knew what we knew (capture), and then utilised what we know across the whole organisation (leverage) we would be four times as successful.”

The third type of asset flow is informal and structured flow within the people of the organization. This is the realm of knowledge management (KM). 

It is culture and leadership that mediates the flow between these different classes of intangible assets. Culture usually acts as a brake or inertia of these capture and leverage flows – impacting on the competitiveness of the firm. It is these mediators that determines flow velocity and hence agility and competitiveness. 

The mediators –leadership and culture – are again under management influence but not totally under management control. But it is management’s ability to mould the culture of the firm, and to transform from a command-and-control to a dispersed leadership approach that really determines the capture and leverage processes. 

In our experience this view of culture – as the mediator of intangible asset flows – invariably provides useful insights into why culture is important in each unique firm. For example, a firm where the critical flows are one of capture, a culture of sharing information and trust in the organization is imperative. But in a firm where the innovation challenge relates to developing individual solutions to each client, a culture of dispersed leadership and questioning is likely to be the challenge.

A three-step process

We recommend a three-stage process, which involves a combination of group workshops and interviews with individual key executives.




Stage 1 Competing in the Future

This stage is all about addressing the basis on which the firm will compete in the future. And recognises that the things that underpinned our past success are not likely to lead to success in the future. This stage clarifies the future (and current) value creation strategies of the firm. The importance and rating of the three different value creation approaches are clarified as outlined in the following table. The firm addresses its current operations and ability to innovate and compete in the future. 

This stage also addresses the IC implications for other stakeholders such as the providers of funds and community interests.

This stage highlights the key priorities and establishes the foundation so that subsequent drill-down stages reflect the competitive imperatives facing the organization.

	Type of value creation
	Operational

How we compete today
	Innovation

Our preparedness to compete in the future

	Transformation (value chain)


	Operational efficiency
	New product development

	Customised service


	Service delivery
	Service innovation

	Network management


	Partnering capabilities
	Network creation capabilities


This stage also provides some early indication of the flows that are likely to be important to the firm. For example, with transformation and network firms capturing knowledge within the processes are critical, as One.Tel discovered with the importance of billing systems, which are an absolutely critical capability for network firms.

Firms, such as consulting or legal firms who provide tailored solutions to individual clients, the leverage processes assume extra importance. Here the systems need to support knowledge workers make critical decisions.

Stage 2 Intangible asset audit
This stage diagnoses the intangible assets of the firm – within the key priority areas identified in the strategic vision stage. The framework builds on the circle diagram above and drills down in each of the following areas:

· Systems, structures, processes and databases

· Leadership and culture

· Human resources 

· Relationship assets

Sub-dimensions are tailored for each individual firm. The key components of IC – and any intellectual liabilities – are highlighted. 

This stage in turn sets the scene for clarifying the key capture and leverage flows in stage 3.

Stage 3 Intellectual capital flows

The third stage develops a clear view of the IC flows that will enhance the performance and competitive position of the firm. Relevant measures to monitor the direction and velocity of these flows can also be developed. 

In particular the process identifies the key flows involving the systems and processes within the firm – and how these processes support knowledge workers to perform at higher levels.

Thus the overall process leads to more robust systems and processes within the competitive position facing each individual firm.
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